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The Future Course of Foreign Aid 


Effect of Program on Nation’s Economy Must Be Considered 


From a Tax Foundation Study 


HE future course of United States foreign aid policy is of vital importance to the entire free 
world. United States leadership of the free world forces fighting communism can not be 
denied. With that leadership goes responsibility, reflected in the long years of our foreign aid 


programs. But since we can not escape the fact 
that continued U.S. economic prosperity is 
essential to our world leadership, we must also 
consider the effect of huge foreign aid expendi- 
tures on our national economy. 


Reports of American missions abroad indicate 
that despite some waste and duplication of effort, 
our foreign aid programs, by and large, accomplished 
their economic purposes. It is too early yet to meas- 
ure the military result of these programs but it is 
generally agreed they were indispensable in the 
relief, reconstruction and recovery of the war-dam- 
aged nations. They have also been given consider- 
able credit for stopping, temporarily at least, the 
spread of communism in such countries as France 
and Italy. 


Grave Problems Ahead 


Although the achievements of our foreign aid 
program have been significant, grave military and 
economic problems remain. The threat of Com- 
munist aggression has not diminished. Economic 
problems still plague the free nations including the 
U.S. The problem at hand is to reconcile the means 
of achieving military and economic security with the 
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need to reduce the financial burden on the Amer- 
ican economy. 


The general policy of the new Administration on 
foreign aid was stated on May 5 by President Eisen- 
hower in a message to Congress. Saying “the Mu- 
tual Security Program for 1954 has been developed 
by the new Administration after the most careful 
study and deliberation,” he listed five conclusions , 
related closely to future policy on foreign aid: 


“FIRST: The United States and our partners 
throughout the world must stand ready, for many 
years if necessary, to build and maintain adequate 
defenses. 


“SECOND: To accomplish this objective we must 
avoid so rapid a military build-up that we seriously 
dislocate our economies. Military strength is most 
effective—indeed it can be maintained—only if it 
rests on a solid economic base. 


“THIRD: We must help the free nations to help 
themselves in eradicating conditions which corrode 
and destroy the will for freedom and democracy 
from within. 


“FOURTH: It is necessary to do more in the Far 
East. We are proposing to make substantial addi- 
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tional resources available to assist the French and 
the Associated States in their military efforts to 
defeat the Communist Vietminh aggression. 


“FIFTH: Since it is impossible to forecast pre- 
cisely the year and moment when the point of 
maximum military danger may occur, the only 
prudent course calls for a steady military buildup, 
with our partners throughout the world, sustained 
and planned so as to use our joint capabilities 
with maximum efficiency and minimum strain.” 


The President, in requesting new foreign aid 
appropriations, did not indicate how much his 
Administration plans for actual expenditures in 
fiscal 1954. But the new appropriation request for 
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Security Administration director, Harold A. Stas- 
sen. Their summary report released on May 21 said: 


“Broadly speaking, each country has improved 
economically, has significantly strengthened its 
military establishment, has a more hopeful view of 
the future and a new-found will to progress and 
survive. From the standpoint of economic aid, this 
has been accomplished within original estimates of 


cost. 


“Because of the improved situation, further finan- 
cial aid for economic purposes should be reduced 
substantially for the next year and generally dis- 
continued by June 1954. There are some specific 
and important exceptions to the above general 


“Huge foreign aid expenditures by the U.S. during a period of heavy taxation and dangerous Federal 
budget deficits have created uncertainty in the minds of many Americans.” These are the opening 
words of a recent study, Our Foreign Aid Programs, made by the Tax Foundation. With both Con- 


gress and the public wondering whether to continue foreign aid at the present level, the Foundation 
undertook the study to shed light on the question. The material in this issue of the Review is derived 


from the concluding chapter of the study. 





$5.5 billion is about $2.1 billion below the Truman 
request. It includes about $5.0 billion for military 
aid and $540 million for economic and technical 
assistance.' The revised requests do not affect the 
$10.4 billion of prior years’ appropriations which 
are estimated to be unexpended but almost fully 
obligated by the end of fiscal 1953. 


Question: How Much Can We Afford? 


The President’s proposals continue the shift from 
economic to military assistance begun in the last 
two quarters of fiscal 1952 and continued in the 
budget for fiscal 1953. In addition, they suggest 
a change in the allocation of foreign aid. Substan- 
tially less aid is proposed for Western Europe and 
more for Asia and the Pacific area. 


The change from economic to military assistance 
was further underlined in the findings and recom- 
mendations of the 1] teams of businessmen who 
recently made on-the-spot surveys of foreign aid 
programs in 14 countries at the request of Mutual 


1As revised by the Mutual Security Agency on May 29. 
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statement such as exist in the Far East. The situa- 
tion affecting each country should be considered 
separately on its individual merits. Some countries 
must have further economic aid if current military 
and other objectives are to prevail.” 


Congress, of course, will have the final word 
about the continuation or cessation of foreign aid, 
both military and economic. It seems likely, how- 
ever, that substantial U.S. expenditures on military 
assistance will continue, with specific amounts to 
be determined by evaluation of classified military 
data plus an estimate of how much the American 
economy can afford. 


Continued economic assistance by the U.S. is 
expected to face more difficulties in Congress than 
military aid. Political as well as economic factors 
are expected to affect the eventual decision by Con- 
gress on whether to continue economic aid, and if 
so, in what amounts. 


Moreover, even early proponents of foreign aid 
by the U.S. have begun to raise questions concern- 
ing the desirability of prolonged economic assist- 
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ance—particularly in Europe. A fundamental issue 
was raised by former Secretary of Commerce 
Charles Sawyer in his report on a survey conducted 
by a Presidential mission from October 31 to De- 
cember 8, 1952. Mr. Sawyer said: 


“Indefinite dependence on aid destroys self- 
respect, impairs the real strength of the recipient 
economy and has a capacity to destroy friendly 
relations between the giver and the recipient.” 


What of “Trade Not Aid’’? 


The former Secretary of Commerce reported the 
feeling is general in Europe that the United States 
can help in promoting healthy international trade 
by lowering tariff barriers and simplifying customs 
procedures. He stated further that the uncertainty 
of our tariff policy is as restrictive as the high 
levels of our duties on the goods Europe has to sell. 


This statement and others of a similar nature 
have led to a move for “trade, not aid” to further 
help the economies of U.S. allies. Such a policy has 
not yet been accepted fully by either the Adminis- 
tration or Congress. The Administration has, in 
effect, postponed the issue by asking Congress to 
renew the Reciprocal Trade Agreements Act for one 
year while the Administration reviews the whole sit- 
uation with the idea of presenting a long-term 
program to Congress next January. 


“Trade, not aid” would definitely involve another - 


sharp turn in U.S. foreign economic policy as it 
has developed since the end of World War II. 


The fundamental adjustments required of Europe 
if a “trade, not aid” policy is adopted involve both 
the business community and the foreign govern- 
ments, 


As recently stated in an address by Mr. Henry 
Ford, II: 


“Increased emphasis on productivity, on incen- 
tives for domestic and foreign investments, on com- 
petition and elimination of restrictive marketing 
practices, on sound financial and budgetary prac- 
tices, on reduction of Europe’s own trade barriers— 
all of these are required in Europe if acure [for prob- 
lems of expansion of world trade] is to be found. 


* 


* 
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And it certainly would help a lot if private enter- 
prise were given an opportunity to do many of 
those things which state planning in Europe has 
thus far failed to accomplish.” 


Foreign private investment in Europe may play 
an important part in eliminating the need for 
economic aid from the United States government. 
Former Secretary of Commerce Sawyer found 
evidence of a changed attitude toward foreign de- 
velopment of industry and resources in several 
countries and an eagerness for American capital. 
He also pointed out, however, that increased Amer- 
ican private investment in Europe could not be 
expected until profitable European business oppor- 
tunities developed and “appropriate conditions, or 
so-called ‘good climate’ prevail. . . .” Foreign in- 
vestors are not likely to enter countries where they 
risk expropriation, freezing of earnings, arbitrary 
exchange rates and other discriminatory controls. 


Caution Is Needed 


Similar problems are raised by industrialization 
of underdeveloped areas, which through economic 
and technical assistance may eventually compete 
with Europe and the United States. At best, this 
will be a slow process. However, so long as we 
believe that we must actively participate in creat- 
ing an economically healthy and self-supporting 
free world, acceptance of these adjustments will be 
necessary. 


Reports from American missions abroad indicate 
the prognosis is good for a solution to economic 
problems of the free world if all participanis 
shoulder their responsibilities. 


Extensive reduction of expenditures for military 
assistance must await world political developments, 
but it may be possible to reduce our foreign aid 
program somewhat without weakening our military 
and economic position, if we proceed with caution 
and a clear picture of the problems to be faced. 
We have enough information now to face squarely 
the problem of economic aid. It is in this area that 
a firm determination should be made of the future 
course of our foreign policy. 


* 
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